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Benefits for the Workplace of the Future 
Abstract 
Employee benefits of the future will be shaped by workplace developments. In the short-term, economic 
volatility due to the business cycle and economic shocks will influence both labor supply and labor 
demand, and hence compensation including benefits. Longer-term developments are to some extent 
foreseeable, induced by demographic trends shifting the age, sex, and ethnic/racial mix of the workforce. 
Others include changes in household and family characteristics of the workforce, and changes in job and 
labor market attachment. Long-term changes will also driven by the demand side of the labor market, as 
employers respond to the stresses of a more high-tech, competitive, and global economy. Employers will 
still seek to use benefits as recruiting and retention tools, as well as a means to induce optimal turnover. 
Government policy is also influential, partly via benefits provision and increasingly via benefits mandates. 
We suggest that future labor markets will likely be tighter than today’s, boosting both pay and benefits 
growth. However benefits packages will become more “unbundled,” providing tax-qualified compensation 
and the appeal of automatic saving mechanisms. To the extent that benefits become further unbundled, 
this will enhance labor market flexibility but curtail some of the key insurance aspects that benefits 
provided. 
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Economics 
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The published version of this Working Paper may be found in the 2003 publication: Benefits for the 
Workplace of the Future. 
This working paper is available at ScholarlyCommons: https://repository.upenn.edu/prc_papers/470 
Introduction: Benefits for the
Workplace of the Future
Olivia S. Mitchell
This volume explores how employee beneWts of the future will be shaped by
market and sociodemographic forces that are both short- and long-term in
nature. Over the near term, economic volatility due to the business cycle and
economic shocks has depressed employment prospects, compensation, and
beneWt offerings. Longer-term developments will be led by demographic
trends shifting the age, sex, and ethnic/racial mix of the workforce. Other
longer-term factors will result from changes in the household and family char-
acteristics of the workforce, which accompany developments in employees’
expectations and the reality of new job and labor market attachment patterns.
Long-run changes are also being driven by the demand side of the labor mar-
ket, as employers increasingly respond to innovations in company require-
ments Xowing from the more high-tech, competitive, and in some ways riskier
global economy. Finally, the role for government regulation in the beneWts
marketplace is dynamic: as almost nowhere else, ever-changing legislative
and regulatory expectations keep shareholders and employers, employees
and unions, and plan professionals such as actuaries and lawyers, always alert.
This complex of factors promises to dramatically restructure both the
nature of jobs and workers’ employment patterns, with interesting and prob-
ably unexpected implications for how Wrms compensate their employees and
provide them with incentives. In this introductory chapter we introduce ideas
by reviewing some of the key changes that shaped the U.S. pay and beneWts
environment over the last century. Next we brieXy survey key recent devel-
opments. Finally, we summarize the key contributions of this volume and
how they illustrate the path forward for beneWts for the future workplace.
Compensation and Employment Trends 
Around 1900, the U.S. labor force was employed mainly in agricultural
and extractive industries. Workers earned relatively little, and most were
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compensated on the piece-rate system (Cappelli 1999). Few employers
offered any sort of noncash beneWts and formal insurance markets were
virtually nonexistent. In the last century, however, patterns of cash as well
as noncash compensation changed dramatically (Table 1).
Employers generally provided beneWts aimed mostly at protecting against
workplace risk, including disability and premature death. BeneWts consisted
mainly of insurance, provided as a “one-size-Wts-all” or “bundled” offer. Such
beneWts provided workers with insurance, tax-qualiWed compensation, access
to scale economies and risk pooling, and saving mechanisms. Between the
mid-1950s and 1980, retirement plans grew rapidly; these appealed to em-
ployers since they functioned as important recruiting and retention tools,
along with a means to induce retirement when economically practical. 
More recently, however, “unbundled” beneWts have become more popu-
lar, where Wrms allow employees to exert substantial Xexibility and choice
over beneWt options. The “à la carte” menu of beneWt choices enables
many to decide whether they want life insurance and how much; what type
of health insurance provider they desire (e.g., HMOs, PPOs, traditional
indemnity providers), or perhaps no plan at all, in exchange for cash;
whether and how much long-term care insurance to purchase; and so on.
Increased choice carries over to the retirement plan environment, where
workers can elect whether to participate in a 401(k) or 403(b), how much
to contribute, and in what to invest the money. 
Long-Term Trends in Benefit Dollars 
Today, most are familiar with the “three-legged stool” approach to insur-
ance protection from individual, employer, and governmental sources. Of
course that notion did not exist in the United States at the turn of the last
century. Rather, workers relied on own or family resources for support in
the event of health, economic, and other shocks. Community and religious
organizations as well as mutual aid societies sometimes played supportive
roles. Labor unions were initially reluctant to engage in providing insur-
ance and other beneWts, believing instead that the government should pro-
vide such protections (Jacoby this volume, a and b).
As the industrial revolution proceeded, real earnings continued to rise.
Workers in the new factory environment began to be exposed to, and
require protection against, a wide range of workplace risks. Unions’ out-
look changed gradually, with these organizations initially moving to offer
disability and death coverage, and later setting up retirement systems. Un-
fortunately during the early days union beneWt plan solvency was a contin-
uous concern, and numerous plans became insolvent during the Depression.
Subsequently, the tight labor market during World War II spurred beneWt
enhancements, paired with Supreme Court rulings and federal legislation
making beneWts a legitimate subject of bargaining. The “golden age” of
2 Olivia S. Mitchell
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beneWt growth occurred after 1950 and continues to the present, during
which time beneWts have become an increasingly important component of
the U.S. compensation package. Today, beneWts represent 27 percent of the
national compensation package, with large employers devoting even higher
percentages to nonwage beneWts (see Figures 1, 2, 3). 
Today many employers voluntarily provide a rich array of beneWts,
including paid leave (e.g., vacations, time off ), bonuses and supplements,
life and health insurance, retirement beneWts, and disability insurance. In
addition almost one-third of the beneWt package is legally mandated, includ-
ing payments to support the social security system, workers’ compensation,
and unemployment insurance, among other programs. Figure 4 indicates
4 Olivia S. Mitchell
Figure 1. Trend in U.S. manufacturing hourly wage, 1950–2000 (1992 =100).
Source: derived from <stats.bls.gov>.
Figure 2. Steady rise in compensation and beneWts, 1991–2001. Source: derived
from <stats.bls.gov>.
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the relative fraction of compensation devoted to each of these broad cate-
gories over the last decade.
Recent Changes
Though real dollars devoted to employee beneWts have continued to rise,
there has been little growth in employee coverage rates by many voluntarily
Benefits for the Workplace of the Future 5
Figure 3. BeneWts comprise over a quarter of total compensation. Source: U.S.
Department of Labor, Bureau of Labor Statistics (2001).
Figure 4. Major beneWt components as percentage of total compensation, 1991,
2001. Source: U.S. Department of Labor, Bureau of Labor Statistics (2001).
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provided beneWts in the United States over the past twenty years. This
stasis is in part attributable to changes in employment and in the cost of
offering beneWts. On the one hand, labor demand has been driven by the
need for more skilled workers, but increased marked employment volatility
has emerged as companies repeatedly remade themselves to keep up with
competition. As a result, job tenure shortened somewhat, particularly for
those in managerial, professional/technical, and blue collar jobs (Figure
5). On the other hand, some Wrms have found that workers are no longer
committing to lifetime employment, at times at the expense of company
loyalty, as employees grow more attached to careers over employers (Cap-
pelli this volume; Jacoby this volume, a and b). These trends were exacer-
bated by the rising cost of offering beneWts. For instance, a recent study
indicated that the administrative costs associated with offering a deWned
beneWt pension plan were more than double the cost of a deWned contri-
bution plan, for small Wrms, and almost 40 percent higher, for larger Wrms
(Mitchell 2000). 
Benefits Patterns in the Twentieth Century 
During the second half of the twentieth century, employment-based beneWts
took off in the United States, responding to workers’ growing concerns over
workplace risk and their concomitant interest in risk management. 
6 Olivia S. Mitchell
Figure 5. Trends in long-term jobs: employees ages 35–64 with more than ten years
tenure by occupation. Source: unpublished data provided by Henry Farber (2001).
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Benefits Help Employees and Employers
BeneWt growth during the early phase focused on insurance, so that the Wrst
workplace beneWts offered protected against premature death via life in-
surance and workplace injury via workers’ compensation. Risk pooling to
cover disability also grew out of this narrow insurance interest. 
Not long after, managers began to recognize that key employer-provided
beneWts could also have spillover effects. These included incentives to attract,
retain, and align workers’ interests with those of the sponsoring company
(Gustman and Mitchell 1992). This alternative perspective offered beneWts
only to the more long-term loyal employees, a tactic that gave rise to worries
over “industrial feudalism” during the 1950s. This approach posited that
some beneWts prevented long-term workers from leaving their Wrms, and
inferred that this was less than socially optimal. As one example, some
saw deWned beneWt pension plans that lacked vesting provisions as discour-
aging job change prior to retirement. Subsequent evidence showed that
employees with pensions are, in fact, less likely to change jobs than were
those lacking such coverage (Even and Macpherson this volume).
Another force driving beneWt change during the second half of the twen-
tieth century was employee interest in deferring, reducing, and avoiding
taxes. As progressive income taxation became more dominant, beneWts
became a popular way for higher-paid workers to reduce taxable compen-
sation. For instance, employer expenditures on health insurance premiums
are typically pretax, as are contributions up to a limit for disability beneWts,
retirement plans, and programs such as Xexible beneWt offerings. Higher
earners, in particular, may pay substantially lower lifetime taxes, to the
extent they can tax-shelter their compensation in the form of nonwage
beneWts. This in turn has given rise to all manner of efforts to restrict and
limit the tax-qualiWed status accorded to various beneWts, particularly
through the nondiscrimination regulations that have proliferated since the
passage of the 1974 Employee Retirement Income Security Act (ERISA). 
During the Wrst stages of employer-sponsored beneWts, they were initially
of the “one-size-Wts-all” variety. Rather than being linked to speciWc employ-
ees’ output levels, as would be true under a piece-rate system, compensation
and beneWts were tied to jobs rather than the workers in those jobs. This was
most evident with the focus of beneWts offered to long-term permanent
employees; employers typically excluded from coverage all nontraditional
employees including part-timers, temporary employees, consultants, con-
tingent workers, and others. This distinction was likely an economically
rational one for shareholders, since Xexible staff would likely be riskier, and
hence more costly to insure, than healthier long-term, better-paid, perma-
nent workers. In addition, Wrms would likely Wnd it economically sensible
to reward long-time workers more generously than short-timers, so as to
keep them tied to the Wrm (Even and Macpherson, this volume). As a result,
Benefits for the Workplace of the Future 7
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most beneWts provided until about twenty years ago actively cross-subsidized
workers in a wide range of ways. For example, health insurance plans
were frequently offered on a uniform basis to all, which subsidized the least
healthy at the expense of workers in less risky age/sex/family status and
pay-level categories. 
Over time, however, beneWts providers began to change their offerings,
moving away from a single package and instead adopting a more Xexible
approach. This transition was facilitated by regulatory changes permitting
Wrms to set up “cafeteria plans” where employees could tax-defer a portion
of their salaries and use this money to purchase additional time off, health
coverage, or other beneWts. The transition was also spurred by regulatory
developments in the health care marketplace, where companies were re-
quired to offer a managed care plan if one was available, even if they still
had a more costly traditional fee-for-service plan as one of the choices.
Increasingly companies permitted employees to elect no health insurance
plan at all, in exchange for cash, if they could demonstrate coverage through
some other venue. 
A similar move toward choice was seen in the pension arena. Today the
modal 401(k) participant has a dozen investment options to elect from dur-
ing the asset accumulation phase. It is also possible to use these 401(k)
funds Xexibly over the worklife, contributing or not as the worker sees Wt,
and borrowing from or even cashing out the account while employed
(though with tax consequences). This Xexibility continues at retirement,
with the retiree being permitted to take the entire rollover in cash, rather
than being required to annuitize. More surprising is that this increased Xex-
ibility has even permeated the deWned beneWt pension arena, with partici-
pants being allowed to cash out the beneWt (Mitchell this volume), and in
cash balance plans, they can often direct the investments themselves. 
Changing Views of the Government’s Role in Benefits
Another issue affecting the provision of beneWts in the U.S. labor market
has to do with popular views of how insurance should be shared between
the government and the private sector. As noted above, prior to the Great
Depression, a common view was that the “business corporation, rather
than government or mutual organizations, should be the primary source of
security and stability in modern society” ( Jacoby 2001: 43). However the
Great Depression undermined beliefs in the ability of the private sector to
offer guarantees against risk, and this skepticism found expression in much
New Deal legislation. One speciWc example was the passage of the Social
Security act, establishing a prominent and continuing federal role in old-
age and survivor insurance (and later, extended to disability beneWts as
well). This tension between the appropriate roles for the private and public
sectors was expressed by Marion Folsom, the head of Eastman Kodak, who
8 Olivia S. Mitchell
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played an active role in the establishment of Social Security. His position
was that the government should provide only basic minimum protection,
rather than covering all needs of the working population ( Jacoby 2001). As
a result of this tension, company-provided beneWts came to be called
“fringe” payments, and though they now amount to a substantial compo-
nent of compensation, they still interact with, and work in concert with, a
large social insurance sector.
While there is some reluctance about expanding direct government pro-
vision of beneWts, the political process has favored imposing a wide variety
of legal mandates on company compensation practices. Such mandates may
appear to be costless to the government, since no direct budgetary appro-
priations need to be devoted to direct beneWt provision. Thus, for instance,
legislators have required companies to offer family leave, workers compen-
sation, and unemployment insurance, though little if any direct government
support is offered to sustain the programs. One result of such mandates is
that job safety and security may be enhanced. Another is that the mandates
raise the cost of employing labor and of doing business, reducing employ-
ment and compensation (Mitchell and Mikalauskas 1988). 
Another trend has been to permit companies the freedom to decide
whether they wish to offer a beneWt, but then to require that certain manda-
tory services be included if they offer it. For example, some states require
employers with insured health plans to cover chiropractors, mental health
practitioners, midwifes, and other types of treatment. As a result, Wrms are
discouraged from offering such plans at all and, if they do, they tend to self-
insure rather than risk-pool (Jensen et al. 1995). A related development is
the government’s increasing effort to control and restrict employment and
pay as well as beneWts practices. This is most evident in the antidiscrimi-
nation arena (e.g., the Equal Employment Act, the Age Discrimination in
Employment Act), but policy has also sought to shape the structure of tax-
qualiWed beneWts packages (e.g., the Employee Retirement Income Security
Act, the Consolidated Omnibus Reconciliation Act, or COBRA). Recently
the beneWts practice has come into the limelight regarding whether beneWt
plan participants can litigate over denial of health beneWts, and how pri-
vacy concerns are managed. Even more salient is the degree of concern over
company stock held in retirement and other capital accumulation plans
pursuant to the Enron Corp. bankruptcy. Evidently the trend has been
toward more, rather than less, government intervention in the beneWts
arena over the last two decades.
Looking Ahead: Benefit Developments in the Near Term 
In the near term and even beyond, the labor market will continue to react
to business cycle pressures, volatility in the capital markets, and dislocation
associated with being in a heightened state of alert. It is evident that during
Benefits for the Workplace of the Future 9
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a recession, some sectors face dislocation (e.g., aviation, tourism), and still
others confront Wnancial setbacks that will likely lead to industry down-
sizing and consolidation (e.g., Wnancial services). Of course some sectors
are experiencing both employment and output growth, particularly in the
security arena, telecommunications, rail transport, and military-related
companies. The events of September 11, 2001 will also continue to shape
the path of economic restructuring, with industry retooling and employee
as well as customer habits being revisited and revised. As the economy
reacts to the perceived need for greater security, it renders some existing
capital stock less productive (e.g., airplanes and airports will be used less in-
tensively until security measures are improved). Similarly, current employ-
ees may become less productive due to increased security necessitating
more time and money devoted to travel, trade, meetings, entertainment,
and many other aspects of work and life. 
During recessions, downsized and laid off employees tend to lose many
of their most valuable employer-provided beneWts. Unemployment insur-
ance, while available to most, tends to be relatively short-lived — usually
twenty-six weeks in duration. While these beneWts could be extended dur-
ing a prolonged recession, as in the past, many states lack the capability to
Wnance these beneWts for the indeWnite future. A related concern is job-
losers’ lack of health insurance coverage. Current U.S. law requires Wrms to
offer extended health insurance coverage to employees losing their jobs for
eighteen months, if the former workers elect to pay 102 percent of the aver-
age premium. Of course such premiums are expensive for jobless workers
that elect to continue the healthcare coverage. They are even more costly to
the offering Wrms, since they must subsidize actual health plan costs over
and above the 102 percent charge. How important this beneWt proves to be
depends on the length of the recession and whether employment picks up
soon in sectors offering health care beneWts. 
Another beneWt to become the focus of greater attention going forward
is employee pensions (Rappaport, this volume). Stock market volatility tends
to erode people’s faith in equities as a source of retirement wealth, exacer-
bated by participants’ practice of investing heavily in their own company’s
stock, now worth a fraction of previous levels. This may generate future
demand for safer assets in the pension portfolio, including government
bonds, stable value instruments, and deposits. Indeed, when the stock mar-
ket reopened after the September 2001 terrorist attack, trading volume in
401(k) plans was reported at nine times usual levels (cnn.com 2001). To the
extent that laid-off workers still have assets in 401(k) plans, they may also
seek to borrow against or redeem the funds, if the recession is prolonged.
DeWned beneWt pension plan sponsors are also at risk since, prior to the
recent dive, they held a substantial portion of their pension assets in stocks.
In the future they will Wnd that offering these plans will be more costly. In
10 Olivia S. Mitchell
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some cases, required additional contributions to keep plans fully funded
could even precipitate plan termination and company bankruptcy. This
in turn would call on the government’s pension insurance entity, the Pen-
sion BeneWt Guaranty Corporation, to provide the backstop promised in
the event of plan insolvency. Ongoing efforts by many Wrms in the steel
industry to ofXoad “legacy” beneWts, mainly health care and pensions for
retirees, loom large in this picture.
Longer-Term Benefits Trends
Beyond the next few years, U.S. economic growth is predicted to return to
long-term levels (see Figure 6). This will likely imply a return to tighter
labor markets, exacerbating the skill shortages beginning to be felt at the
end of the 1990s. Demographic changes will exacerbate these trends, includ-
ing the aging of baby boomers, a continued fall in overall labor force par-
ticipation rates, and declining fertility rates. On the positive side, migration
rates have remained relatively high, and skill levels and worker education
have risen. These factors should contribute to higher future labor produc-
tivity (Riche this volume; Lofgren et al. this volume). Whether the positive
inXuences will be strong enough to permit older workers to retire early, or
whether compensation will be driven up so older Americans will continue
to be employed, remains to be seen. 
One way in which the labor market has changed substantially of late is
that new forms of work arrangements have spread over the last two decades,
offering alternative views of the nature of work. Houseman (this volume)
documents the rise of a nontraditional workforce — including contingent
Benefits for the Workplace of the Future 11
Figure 6. U.S. labor productivity, 1950–2000. Source: Lofgren et al. (this volume).
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and temporary workers, part-timers, consultants, and contract employees —
where growth rates in the United States have exceeded those of regular,
full-time employees. Flexible stafWng is now a way of life in the American
context, with temporary help agencies now ranking among the largest of
our national corporations (Camden this volume). As this process contin-
ues, it will be increasingly important to hold down costs while still provid-
ing valuable beneWts, particularly those related to productivity. Employers
may seek to defer vesting and delay retirement if labor market shortages
develop more seriously. There will also likely be diminished interest in
“family friendly” beneWts, since fewer workers in the future will have young
children living in their households. 
Ultimately, the unbundling approach will increase pressure on employers
to provide a widely diversiWed menu of beneWt options with fewer cross-
subsidies between employees. Workers will tend to “get what they pay for,”
with pricing being set by the level of beneWt provided and the extent of
coverage chosen. Thus, for instance, those who desire to do day-trading in
401(k) accounts may be entitled to do so, but they will have to bear a higher
administrative fee for the privilege, instead of spreading these costs to the
passive indexers. The advent of lower cost beneWts administration via global
outsourcing should help mitigate the potential cost increases of the menu
approach (Sabharwal this volume).
A major concern among beneWts specialists is that beneWts unbundling
may shift risk away from groups better able to bear risk — such as employ-
ers and the government — toward individual beneWt plan participants, who
are less well equipped to do so. This is a major concern when people have
health and pension plan coverage without adequate information regarding
the risks they shoulder when they elect these plans. One potential response
is that there may be a backlash, with plan participants demanding increased
government intervention in the form of lawsuits, regulatory oversight, and
perhaps even the spread of government pension guarantees. 
Some suggest that a substitute for such regulatory overhead might be
found in new private sector institutions that can be devised to facilitate
workplace risk sharing in nontraditional ways. For instance, Kochan (2000)
argues that work “must provide workers and their families security and the
ability to improve their standards of living” while recognizing that there is
a need for “increased interdependence between family, community, and cit-
izenship responsibilities” (2000: 5). His vision suggests that new networks
could “provide the full array of labor market mobility services — networks
of contacts and job opportunities, portable pensions and beneWts, educa-
tion and skill accumulation and life-long learning, and perhaps other per-
sonal legal and Wnancial assistance as well” (2000: 11). He proposes that
these new labor market intermediaries could include unions, community
groups, and professional associations, which facilitate mobility and manage
the resulting beneWts interdependencies. Interestingly Ghilarducci (this
12 Olivia S. Mitchell
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volume) argues that multiemployer pension plans found in both the private
and nonproWt sectors already play this role currently, for an important com-
ponent of the workforce. In order for this model to spread, relaxing uni-
form and inXexible beneWts standards set by governments and unions
would also be required. 
A Road Map for the Volume
The future workplace will respond to the need for economic restructuring,
inevitable demographic shifts, and consequent changes in the relative role
of the government versus the private sector. Similarly, so will beneWts and
compensation packages, if they are to reXect the stakeholders’ objectives
as well as constraints imposed by the marketplace. In general, the evidence
appears to suggest that the composition and structure of beneWts packages
will continue to evolve in an “unbundled” direction. Today employers use
beneWts as recruiting and retention tools, as well as a means to induce opti-
mal turnover. To the extent that beneWts become less bundled in the future,
this will improve labor market Xexibility but will also curtail some of insur-
ance aspects that were appealing about group beneWts in the past. Employ-
ees wishing to maintain the advantages of tax-qualiWed compensation and
the appeal of automatic saving mechanisms will likely be able to do so. On
the other hand, increased career mobility and job volatility mean that
beneWts will be able to do less in the way of scale economies and risk pool-
ing than in the past. 
To illustrate these points, we have grouped the contributions to this vol-
ume around three topical sections. The Wrst explores developments in the
future workplace and outlines implications for beneWt coverage and design.
Leading off the discussion is Martha Riche’s analysis of “The Demograph-
ics of Tomorrow’s Workplace,” where she argues that employees’ longer
work lives have redeWned how we think about career paths in the future. For
instance, she argues that work interruptions and changes of career direc-
tion are becoming common for both women and men, giving rise to a “port-
folio” of workforce attachments and workplace settings. She also suggests
that even jobs traditionally thought of as “bad” (e.g., low pay, little security)
might be important for older workers seeking to phase into retirement. 
The study by William Even and David Macpherson turns the focus of dis-
cussion to health and pension plans, examining how these affect productiv-
ity outcomes. They posit that the shift from deWned beneWt (DB) to deWned
contribution (DC) plans has predictable effects on worker selection, reten-
tion, and retirement. For example, they note that investing DC assets in
company stock may enhance productivity by linking pay to company per-
formance, though it also could become increasingly difWcult to induce retire-
ment when stock performance is below expectations. They also suggest that
health care inXation will induce some companies to move toward a deWned
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contribution health plan format, while others may step back from offering
health plans at all.
Marjorie Honig and Irena Dushi continue this theme using empirical
analysis to predict how a labor force with increasing shares of women,
minorities, and older workers, might behave differently with regard to cash
versus non-cash beneWts. One surprising Wnding is that older workers are
as interested in saving via their 401(k) accounts, as are younger workers.
Less surprising is the Wnding that older workers seek health insurance more
vigorously, particularly if postretirement beneWts are offered at group rates.
They also see a rising demand for short-term disability insurance but less
call for long-term disability coverage. Family-related beneWts will change in
nature, responding to the needs of workers with fewer children but more
elderly parents. 
Flexible stafWng is likely to inXuence beneWts needs and offerings, and
this employment arrangement is becoming increasingly Xexible in the U.S.
marketplace. In her chapter, Susan Houseman shows that many workers
in Xexible stafWng arrangements are not covered by laws mandating or reg-
ulating workplace beneWts, which partly explains why employees in these
settings are less likely than regular employees to receive beneWts such as
health insurance and a retirement plan. She also notes that many employ-
ers might not speciWcally move to Xexible stafWng to limit beneWts costs; this
is one result of the move toward independent contractors, agency tempo-
raries, on-call workers, and others in Xexible arrangements. In reaction,
Houseman notes that the IRS and states are making efforts to better enforce
existing laws and to crack down on worker misclassiWcation. This helps
reduce lost tax revenues and curtails fraud in workers’ compensation and
unemployment insurance funds. 
The Wnal chapter in this section is an examination of trends in company-
sponsored retirement plans by Olivia S. Mitchell with Erica Dykes. The only
constant in the beneWts Weld seems to be change, and pensions prove no
exception. Traditionally, medium and large U.S. Wrms have been the stal-
wart providers of employment-linked retirement beneWts, but even here, the
underlying structure of these plans has not been static. The authors Wnd
important changes have taken place in pension Wnancing arrangements, eli-
gibility and beneWt formulas, and participant involvement in saving and
investment decisions. An ever-evolving legislative environment also inXu-
enced pension plan redesign. The authors note that these developments
raise questions about the future role of pensions as retirement income vehi-
cles. For example, giving workers access to pension loans and lump sums
can undercut productivity enhancement and retirement security objectives. 
In the volume’s second section, several experts take up broader chal-
lenges to beneWts and compensation design. First, Anna Rappaport exam-
ines how recession and economic volatility inXuence beneWts. She notes that
there is much uncertainty as to the severity of any given economic downturn,
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but this particular market has some unique features: volatile equity markets,
lower than expected interest rates, and uncertain product as well as employ-
ment conditions. Rappaport predicts that in the short term, plan sponsors
will smooth contributions to mitigate the impact on Wnancial statements.
Longer term, they will revisit investment strategies and increase communi-
cation to plan participants. Cost pressures may induce some plan sponsors
to terminate DB plans, while others may maintain the plans but with greater
controls over risk. If equity markets remain depressed, Wrms that offer DC
plans will Wnd that both employer and employee assumptions about retire-
ment security are due for reevaluation. Companies that fail to adapt will
likely experience greater turnover, as their employees seek better venues in
which to accumulate wealth for retirement. 
In their chapter, Eric Lofgren, Steven Nyce and Sylvester Schieber turn
to the longer time horizon, asking how business conditions will interact
with slower labor growth than experienced in the past. They also believe
that employers will have to reconsider traditional workforce practices: for
instance, Wrms wishing to attract and keep women workers will have to
address issues that have kept substantial numbers of women from partici-
pating in the labor market in the past. This means implementing more suit-
able work-life solutions for working heads of households, such as on-site
childcare, Xexible work schedules, and eldercare. Similarly, Wrms hoping to
discourage most valuable employees from retiring will have to reevaluate
retirement policies and provide greater access to phased retirement. The
authors are concerned that labor needs cannot be met simply by hiring new
workers, so that Wrms will instead have to Wnd ways to obtain greater produc-
tivity from existing employees. Employers who manage their human assets
using effective communication programs, positive work environments, and
compensation systems that reward output and accountability, will enhance
shareholder value and prosper. 
The broader question of how the labor-management relationship is evolv-
ing, and what the beneWts implications are, is debated by Peter Cappelli and
Sanford M. Jacoby. In a special point-counterpoint (reprinted with permis-
sion from the California Management Journal ), Jacoby contends that many, if
not most, employees will want relatively paternalistic companies to help
them bear and share risk. He also argues that loyalty and commitment will
remain key elements of the workplace relationship, particularly in services
where supervision and monitoring are often difWcult. As a result, beneWts
that enhance employee stability will be highly valued by both employers
and employees in the future. Taking the other side of the debate, Peter
Cappelli proposes that the labor market has changed dramatically, virtually
eliminating the expectation of long-term job security. This change is partly
due to the fact that companies themselves are not very stable (witness the
recent Enron and K-Mart bankruptcies) and partly because workers often
lack opportunities for advancement. As a result, he sees compensation and
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development opportunities being mainly driven by outside market forces,
rather than by traditional in-house goals and principles. The beneWts impli-
cations of Cappelli’s views are very different, since he believes that employ-
ees as well as the Wrms they work for will seek to make transitions between
Wrms easier. This can be accomplished by enhancing beneWt portability,
making unemployment insurance more Xexible, and assisting workers who
face permanent job loss.
Our volume concludes with case and sector studies that provide insights
into speciWc company and sectoral practices. Carl Camden from Kelly
Services shows that one-third of his temporary employees are actually long-
term workers, and they generate nearly 80 percent of the company’s rev-
enue. Many of these employees prefer long-term temporary employment
since they prefer the free-agent style. Some of them seek employee beneWts,
and opportunities are available to obtain these; other workers have very
different attitudes toward beneWt offerings. The key lesson is that there is
much heterogeneity among free-agent workers, so no single beneWt solution
will likely be satisfactory. 
Developments on the international front are provided by Manish Sabhar-
wal from the perspective of a global beneWts outsourcing provided. Several
years of experience managing U.S. beneWts plans from India illustrates
how dramatically the beneWts business has moved away from the traditional
hands-on beneWts counselor who sat in the human resources ofWce down
the hall. 
The volume closes with a study by Teresa Ghilarducci on the possibility
of multiemployer models for beneWt delivery. In her chapter she admits that
many Wrms and workers lack a lifetime relationship, but she Wnds an excep-
tion to this trend in the multiemployer framework. This structure affords
employees in a given sector or industry the opportunity to coalesce market
power to obtain scale economies for pensions and health care plans. In this
case, she believes that jointly managed plans do well to enhance coverage
while improving portability and income security.
The author thanks the Pension Research Council for research support and
Henry Farber for providing unpublished data. Opinions are solely those of
the author.
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